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ABSTRACT
Thispaperpresentsanevaluationofthee脆ctsofEUaccession
onforeignEUtradebalancesinEUapplicantcountriesandan
analysisoftheimportantfactorsthathaveinfluencedthe
developmentofexportsandimportsinthesecountries.Theanalysis
oftheelementsoftradepresentedhereinshowsthatdomestic
demandandrealexchangerateplayimportantrolesintrade
balancesforalmostalltheCEEcountries.Thesimulationindicated
somepossibilitythatCEEcountries'participationintheEUwould
bringthematradesurplus.Theirparticipationwillsurelyleadto
someeconomicbenefit.Forthatreason,manycountrieswillwishto
participateintheEU.
1.INTRODUCTION
ExpandingtheEU(EuropeanUnion)willcreateagiantsingle
marketacross25countries.Itmeansmorefreedom,opportunity,
andaccessformanypeopleandapermanentendtotheColdWar's
dividebetweenWestandEast.Byincreasingcompetitionand
openingmarkets,theenlargementwillalsohelpdefeatthewelfare一
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stateconsensusthatdominatesEasternEuropeandthathas
resultedinmanyeconomictroubles.Thisisexpectedtobringmuch
benefitnotonlyforexistingEUcountriesbutalsoforapplicant
countries.
Inthelastdecade,substantialchangestookplaceinthe
countriesofCentralandEasternEuropean(CEE)countries.The
macro-andmicro-structures,geographicalbreakdown,and
organizationalstructuresallchangedsignificantly.Asthese
countriesbecameintegratedintotheworldeconomy,theybeganto
playaroleinglobalization.TradesystemsintheCEEcountriesare
becomingsimilartothoseinindustrializedcountriesincludingEU
countries.Tradebarriersandrestrictionshavebeenreduced.Above
all,traderelationswiththeEUcountrieshavedevelopedata
strikingpace.Tradevolumehasincreasedrapidly,withtheEU
shareofCEEexportandimportmarketssometimesexceedingthe
correspondingsharesofEUmembersinintra-EUtrade.
SincethebeginningofthetransformationsofEUapplicant
countriesfromcentrallyplannedeconomiestomarketeconomies,
foreigntradehasundergonechangesandmetchallengesasthese
countriesincorporatesuchsystemsasGATTorWTO.CEE
countrieshavehatetoopentheirmarketsandinstitutefreetrade
policies.ThecompetitivenessoftheseEasterncountrieshasbeen
steadilyincreasing,asshownbytherapidgrowthinexportstothe
EU,mainlyofhighvalue-addedcommodities.
FortheEUtoo,individualcountrieshavehadtoadapttothe
changingglobalmarkets.Theeffectsofforeigninvestmentshave
beennotable,withCEEcountriesbeingespeciallyattractivetoEU
countriesforinvestment.ThedecisionbytheEUcommissionthat
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10CEEcountriesbeallowedtobeginnegotiationtojointheEU
hasattractedmuchattentiontoCEEcountries)
ThepotentialenlargementoftheEUinembracingCEE
countriesintroducesopportunities,challenges,andeventhreats
especiallytotheCEEcountries.Understandingofthediversityof
issuesraisedevenbyexperimentalexpansionislimitedandrarely
extendsbeyondtheconcernsvoicedinaparticularpolicyarea.
Aboveall,thereisanevidentlackofempiricalstudyonpotential
tradeeffectsofEUintegrationofnewapplicantcountries,whichis
somewhatsurprising,consideringtheimportanceofEUaccessionof
theseeconomies.
ThispaperpresentsanevaluationoftheeffectsofEUaccession
onforeignEUtradebalancesinEUapplicantcountriesandan
analysisoftheimportantfactorsthathaveinfluencedthe
developmentofexportsandimportsinthesecountries.Section2
containsanalysisofimportandexportfunctionsandproposesa
generaltradefunctionspeci丘cation.Twotypesapproaches,
KeynesianandMonetaryapproach,areconsidered.Section3shows
regressionanalysesofthevaluesobtainedbythetwoapproaches.
Insection4,simulationscenariosofforeigntradearepresentedon
thebasisoftheregressionanalysisdataofsection3.Thelast
sectionprovidesasummaryoftheresultsofthispaper.
II.ANALYSISOFIMPORTANDEXPORTFUNCTIONS
2-1GeneralSpecification
Foreigntradeisusuallyexplainedasafunctionofdomesticand
foreignprices,exportandimportprices,exchangerate
(fluctuations),anddomesticandforeignincomes.Thetraditional
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functionsofimportandexportaredefinedasfollows:
IMPORT=f(Pd。m。、ti,/Pim蝉×EX,Yd。mestic)(1)
EXPORT=f(PforeignxEX.%Pexporc,Yforeign)(2)
Pd。mesticandPforeignaredomesticpriceandfbreignprice,respectively.
Pimp。rt,andP。.p。rtareimportpriceandexportprice,respectively;EX
isnominalexchangerate.Yd。m。、ti,andY鉛,eig。aredomesticincome
andforeignincomerespectively.
TheKeynesianapproachtothebalanceofpaymentsuses
demandandcomparativepriceasavariableexpressingtheproduct
competitiveness(see,forexample,Tomsik,2002).Theimport
functionshownbyequation(1)expressesthepricecompetitiveness
astheratioofdomesticpriceindextoimportpriceindex.The
exportfunctionshownbyequation(2)usestheratioofforeignprice
indextoexportpriceindex.Theoverallanalysisherealsoassumes
substitutabilitybetweendomesticandforeigngoods.
Theoverallbalanceofpayments(expressedasthechangein
foreignexchangereserves,OR)isdescribedinKeynesianmodelsby
theequation(3):
BP≡ △R〔EX-IM-im×Y+φ1(EX×Pfo,eign//Pd。mestic)〕
+φ 、 〔id。mes、i,-lfo,eign〕(3)
whereEXandIMareautonomousexportsandimports,
respectively,imismarginalpropensitytoimports,Yisrealincome,
EXisthenominalexchangerate,Pd。mesti,andPfo.eignarethe
domesticandforeignpricelevels,respectively,andiaomesticandlforeign
arethedomesticandforeigninterestrate,respectively.
IncontrasttotheKeynesianapproach,themonetaryapproach
tothebalanceofpaymentsconsidersthedevelopmentofthemoney
marketandrelatesdirectlytheimbalanceofthemoneymarketto
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theforeigntradebalance,andbalanceofpaymentsdevelopment.2
TheKeynesianmodelincorporatesthemonetaristassumptionthat
moneymarketimbalancesaffecttherealeconomyasdescribedby
thefollowing:(4)and(5):
BP=OR=O((1/m)L(P,Y,i))-DD(4)
△R=1/m× 〔φ1(△Y)+φ2(△P)一 φ3(△i)〕一 △D(5)
wheremisthemultiplier,pisdomesticpricelevel,Yisreal
income,iisdomesticinterestrate,andDisdomesticmonetary
basecomponent.Themonetaryapproachassumesthatthemoney
marketimbalanceisnothandledbythepurchaseorsaleofthe
stateorgovernmentalsecuritiestothecentralbankorbythe
foreignfinancialassetspurchaseorsale,andthatchangesinthe
exportandimportofgoodsandservicesareinfluencedbythe
excessorlackofthemoneysupplyinrelationtothemoney
demand.
Theresultsofequation(3)(Keynesian),and(4)and(5)
(monetary),areshowninTable13
TablelKeynesianApproachandMonetaryApproach
P Y 1 EX M D
Keynesian
Approach
一 一 十 十 0 0
Monetary
Approach
十 十 一 0 一 一
2-2Proposedspecification
Thegeneralspecificationforimportsisdescribedbythe
followingequation:
IMP=α 。+α1GDP+α2(Pd。mesti,/Pimp。,t)+a3(M!Pd。mestic-k×GDP)
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+a4FDI+α5REX+α6Export+ε(6)
whereGDPisgrossdomesticproduct,Pd。mesti,isdomesticprice
index,Pimp。rtisimportpriceindex,IWPd。mesh,isdomesticrealmoney
supply,kistheinversevalueofthemoneyvelocity,FDIisoutflow
asforeigndirectinvestment4REXistherealexchangerate,'Export'
istheestimatedimportabsorptionofexports,andEistheerror.
(M/Pdomestic-kXGDP)istheexcessofmoneysupplyovermoney
demand.
Equation(6)canbeexpressedas(7):
IMP=β 。+β1GDP+β 、(Pd。m。,ti♂Pimp。就)+β 、(1盟d。m。、ti,)+β、FDI,1+
β,REX+β 、Export+ε(7)
β 。=α 。,β1=(αrk× α 、),β、=α,,β,=α 、,β4=α 、,β5=α5,β6=α6
0ne-periodlagisusedforFDI.
Thegeneralexportmodelusedinthisempiricalestimationis
expressedbythefollowingequation(8):
EXP=α 。+a,GDPro,eゆ+α2(Pfo,eigr　Pexp。rt)+α3(M飴,elgJP飴reigrk×G
DPforeign)+α4FDI.1+α5REX+α61mport+ε(8)
whereGDPforeig。istherealGDPabroad,P飴,eignisthepriceindex
abroad,andPexportistheexportpriceindex.FDIistheinflowof
foreigndirectinvestment,alsowithinaone-periodlag.
Likeequation(7),equation(8)canbeexpressedas:
EXP=βo+βlGDP飴,eign+β2(P飼rei濯exp。,t)+β3(Mb,ei帥/P飾.eig。)+α4
FDI.、+β5REX+β6import+ε(9)
β 。=α ・,β1=(αrk× α,),β 、=α 、,β3=α3,β 、=α 、,β5=α5
Next,regressionanalysisisperformedontheresultsofequations
(7)and(9).
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皿.REGRESSIONANALYSIS
3-1Methodofanalysis
Intheregressionanalysis,Iusedquarterlypercentagechanges,
whichalleviatestheproblemofinstabilityandco-integrationoftime
series.Exchangerateisdominatedbyeachcurrency/currency
basket.CurrencybasketistheweightedaverageoftheEU'sGDP.
Thecalculationsareestimatedinpercentagechanges;therefore,the
estimatedregressioncoefficientsrepresentelasticities.Thedatais
from1993to2001becauseofavailability.Thedatacouldbe
obtainedfromIFS(IMF)andDirectionofTradeStatistics(IMF).
PPIwasusedfbrallP.Pd。m。 、ti,andPexp。rtarehypothesizedthe
samebecauseofdataavailability.Pforeig。andPimp。rtaresame
becauseofthesamereasonandareweightedaverageofEU
countries(exceptLuxembourg).GDPwasusedastheweight.M2
wasusedformoneysupplybecausecentralbanksuseitasthe
indicatorofthemoneysupplygrowthinmanycountries.'foreign'
meanstheweightedaverageoftheEU(excludingLuxembourg).The
weightisallbynominalGDP.ForHungaryandPoland,thesample
periodbeginsin1995becauseofdataavailability.
3-2Regressionanalysisofimports
First,Ihaveconductedtheregressionanalysesforimports.
Datafrom80f10EUapplicantcountrieswereused;Cyprusand
Maltawereexcludedbecauseofdataunavailability.Theresultsare
summarizedinTable2.
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Table2 RegressionCoefficientsofImportDemand
1 2 Q:t 4 5 β 、 adj.R2DW
GDP
Pdomestic
import
Mdomestic
domestic
FDI_,REX Export
Czech
Republic
0.75***
(10.21)
一〇.oi
(-0.02)
0.65***
(9.42)
一〇.02
(-0.06)
一〇.53
(-1.00)
1:1
(1.20)
0.761.66
Estonia
1.12***
(16.98)
o.io
(1.11)
0.87***
(9.10)
0.15
(0.83)
一〇.16
(-0.96)
0.56
(1.03)
0.771.45
Hungary
0.78***
(20.22)
一〇.oi
(-0.00)
0.63***
(8.65)
一〇.oi
(-0.31)
一〇.53**
(-1.97)
0.79
(1.09)
0.831.48
Latvia
1.20***
(13.45)
0.00
(0.01)
0.29
(1.00)
一〇.04
(-0.40)
一〇.29
(-1.10)
0.60
(0.98)
0.661.70
Lithuania
1.06***
(10.26)
0.03
(0.41)
0.20
(0.65)
0.09
(0.61)
一〇.85***
(-2.99)
0.28
(0.56)
0.771.34
Poland0.58***
(7.65)
一〇.02
(-0.28)
0.77***
(7.06)
0.10
(0.99)
一〇.09
(-0.20)
1.07***
(2.53)
1:1 1.29
Slovakia
0.88***
(9.65)
0.09*
(1.39)
0.30
(1.01)
0.20**
(2.10)
一〇.88***
(2.96)
1:!
(1.02)
0.791.70
Slovenia0.67***
(8.01)
0.04
(0.53)
0.90***
(9.95)
0.03
(1.02)
0.06
(0.12)
0.76
(0.98)
0.751.62
Note)***significantatthe1%level,**atthe5%level,and*atthe10%level.
Inalmostallestimations,bothexplanatoryvariables-GDPand
realmoneysupply-arestatisticallysignificant.Thisprovesthat
analysisneedstoconsidertheeffectofthemonetaryapproachas
wellasthatoftheKeynesianapproach.Therangeofincome
elasticityofimportsisfairlyhigh,fromO.58to1.20.Theresults
alsoindicatethehighimportabsorptionoftheexport.Q,+Q3is
twiceashighasthevalueofexchangerateelasticityandmuch
higherthanthevalueofpriceelasticity(a2).Theresultsofboth
regressionanalysesaresomewhatrelatedtoimportprice
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competitiveness.Inparticular,mainimpetusfortheincreasein
importsatatimeofgrowingexternaleconomicimbalancewasan
increaseinthedomesticdemand,notrealcurrencyappreciation.
Moreover,influencebyFDIwasnotfoundinmanycases.
3-3Regressionanalysisofexports
TheresultsoftheanalysisofexportsareshowninTable3.
Table3RegressionCoefficientsofExportDemand
1 'L a: a4 β, β6 adj.RlDW
GDP
Pforeign
domestic
Mforeign
foreign
FDI.iREX import
Czech
Republic
8.63***
(7.77)
0.05
(0.40)
0.33
(0.99)
o.io
(0.88)
0.06
(0.08)
0.72
(1.15)
0.641.62
Estonia
9.05***
(9.23)
0.34
(1.01)
o.lo
(0.12)
一〇.09
(-0.44)
0.79***
(4.63)
0.56
(0.82)
0.671.60
Hungary
20.02***
(20.12)
0.33
(0.96)
0.29
(0.97)
0.12
(0.90)
0.20*
(1.40)
0.28
(0.40)
0.661.60
Latvia
18.32***
(19.56)
一〇.43
(-1.15)
0.32
(0.98)
0.02
(0.09)
0.42**
(1.97)
0.72
(1.18)
0.691.63
Lithuania
5.02***
(4.98)
0.48***
(3.02)
0.09
(0.08)
o.00
(0.00)
0.55***
(2.99)
1.03***
(3.05)
0.821.68
Poland
6.33***
(7.02)
11:
(0.44)
0.40
(1.15)
11:
(0.69)
0.66***
(4.05)
o.is
(0.10)
0.701.64
Slovakia
10.85***
(10.65)
1.02***
(3.05)
0.85***
(2.91)
o.oi
(0.01)
0.15
(1.08)
11:
(0.07)
0.731.65
Slovenia
30.02***
(22.08)
0.70`*
(1.89)
0.44*
(1.58)
0.04
(0.60)
0.58***
(3.77)
一〇.00
(-0.00)
0.841.70
Note)***significantatthe1%level,**atthe5%level,and*atthe10%level.
Thesignsaremostlyexpectedandareconsistentwiththetheoretical
definitionoftheexportfunction.However,somecoefficientsare
statisticallyinsignificant.Theincomeregressioncoefficientsarevery
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high(range5.02-30.02)andatthesametimestatisticallysignificant.
Theexchangerateregressioncoefficientsarealsohighand
significantexceptforsomecases.Therefore,Iconcludethatthe
developmentofexportsisstronglyassociatedwithtwofactorsin
particular:foreignincomeandexchangerate.
ThereisadifferenceinFDI.Thesignisasexpectedexceptin
onecase.Howeverthecoefficientsareallinsignificant.
adj.Rzishighinalmostallcasesofimportandexport,although
Durbin-Watsonstatisticsareinthegrayzoneinsomecases.
N.SIMULATIONS5
Theresultsofthisanalysisshowthatforeigntradedepends
stronglyontheeconomicsituationofthemaintradingpartner(i.e.,
ontheeconomicsituationintheEU).Thescenario'sstartingpoints
aretheelasticitiesthatwereestimatedabove.Atgivenelasticities,
importandexportgrowthdependsespeciallyon
1)domesticdemand(representedbyincomeelasticity)
2)realexchangerate(representedbyrealexchangerateelasticity).
Othervariablesaresignificantinsomecases;however,taking
suchvariablesintoaccountwouldmeanaddingmorecomplex
assumptionsthanareusedhere.Thescenariosdrawonseveral
simplifiedassumptionsandabstractsfromcyclicalchangesabroad.
Thus,theanalysisisbasedontheassumptionthatthenominal
exchangerateagainsttheEuroremainsunchanged.Furthermore,it
isassumedthattherateofforeigninflation(EU)is1.5percent.
Thedomesticinflationratewouldbethesameastherateof
economicgrowth.Theseassumptionsarenotnecessarilylinkedto
currentrealities:nevertheless,theyhelpustodescribemedium一
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andlong-termtrends.Thus,thesescenariosarenot`forecasts'.They
merelyfacilitatediscussionoftheimpactsEUaccessiononthe
externalbalanceofeachcountryjoiningtheEU.
1)Growth-OrientedPolicy
Intheprimarilygrowth-orientedscenario,economicgrowthin
eachcountryisassumedtoaccelerateataconstantannualrateof
3.0%.ThetradebalancewiththeEUisshowninTable4.
Table4TradeBalance(°loofGDP):PrimarilyGrowth-OrientedPolicy
2003 2005
CzechRepublic 1.6% 1.7%
Estonia 1.0% 1.2%
Hungary 0.9% 1.3%
Latvia 一〇.9% 一〇.6%
Lithuania 一〇.7% 一〇.2%
Poland 2.0% 2.6%
Slovakia 一〇.4% 一〇.1%n
Slovenia 1.4% 1.8%
WhencountriesentertheEU,thetradebalancestartstoimprove
asaresultofincreasedexports.Newsales,networks,uniformlaws,
andeliminationoftherestoftheremainingrestrictivebarriers
(tariffsandsubsidies)contributetotradegrowth.
2)Stability-orientedpolicy
Thestabilizing-orientedscenarioassumesthateconomicgrowth
intheEUwillbelowerthanthatofthefirstscenario,i.e.,
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economicgrowthwillbe2.0%.
Table5 TradeBalance(%ofGDP):Stability-OrientedPolicy
2003 2006
CzechRepublic 1.5% 1.6%
Estonia 0.9% 1.0%
Hungary 1' 1.0%
Latvia 一〇.9% 一〇.7%
Lithuania 一〇.8% 一〇.7%
Poland 1.9% 1.9%
Slovakia 一〇.5% 一〇.4%
Slovenia 1.3% 1.6%
Inthisscenario,thepredictedtradebalancefortheCEEcountries
islowerthanthatofthefirstscenario1).Inthiscase,itwillbe
difficultforeachcountrytocatchupwiththelevelofGDPper
capitaintheEU.
V.CONCLUSIONS
TheEUcountrieshaveexpandedtheirinvestmentsinCEE
countries,whichisanunderstandablephenomenon.Skillsoflaborers
inCEEcountriesarehigh,andlawsandprotectionsbeneficialto
investorshavebeenimplemented.Eichengreen(2002)stressedthe
benefitsofEUenlargementsforbothCEEandEUcountries.
Theanalysisoftheelementsoftradepresentedhereinshows
thatdomesticdemandandrealexchangerateplayimportantroles
intradebalancesforalmostalltheCEEcountries.Thesimulation
1:
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indicatedsomepossibilitythatCEEcountries'participationinthe
EUwouldbringthematradesurplus.Theirparticipationwill
surelyleadtosomeeconomicbenefit.Forthatreason,manycountries
willwishtoparticipateintheEU.
TheEUisanexampleofsuccessfulregionalintegration.The
enlargementoftheEUfollowingformationofthesinglemarketand
establishmentoftheeconomicandmonetaryunionwillhave
importanteffectsonthecountriesoftheexpandedEU.
Theaccessioneconomies,CEEcountries,areascloseasthe
existingEconomicandMonetaryUnion(EMU)membersintheEU
tosatisfyingtheoptimumcurrencyareacriteria.CEEcountriesare
small.Theyareopen.Theirtradevolumesaredisproportionateto
thoseofEUcountriessHencetheystandtogainfromtheadditional
tradeandforeigninvestmentthatacommoncurrencywillconfer.
Eichengreen(2002)saidenlargementofEurope'smonetaryunionto
20membersormoreby2006tobevirtuallyafaitaccompli.
Sincetradewillnotbepermanentlyandprofoundlyunbalanced,
Westernmarketeconomiescanenjoypotentialgainsfromtrade
onlyiftheyallowmarketaccesstoemergentproducersamongthe
CEEcountries.Forthisreason,theEUandtheapplicantcountries
shouldcooperatetobringtheseCEEcountriesintotheEUassoon
aspossible.
a.IgratefullyappreciateDr.AkihiroAmanoforhishelpfulcomments
andsuggestions.
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ENDNOTES
1.Fordetailsontheconvergencecriteria,seeE1-Agraa(2001).
2.Seeforexample,Polak(1957),FrenkelandJohnson(1976),andMagee
(1976).
3.Previousempirical-approachstudiesofforeigntradefunctionsdidnottake
themonetaryapproachintoaccount.SeeHolub(1997).
4.TheimportanceofFDIcannotbeneglectedasarequirementforincreased
trade,especiallyinCEEandEUcountries.ForCEEcountries,FDIisoften
seenasoneofthemaineconomicmechanismsforstabilizingthevolatile
processofeconomicandpoliticaltransitionandasoneofthemajorformsof
interactionbetweenEastandWest.
5.Baldwinetal.(1997)consideredBulgaria,CzechRepublic,Hungary,Poland,
Romania,Slovakia,andSlovenia.However,themethodofestimationwas
differentfromthatusedhere.
6.Furthertradeandintegrationarelikelytoleadtoincreasingconvergence,
bothbetweenCEEcountriesandwiththeEU,althoughstructuraldivergence
maypersist.Somescholars,forexample,Read(2002)arguedthatasingle
currencyencompassingtheEU-15andCEEwouldfailtosatisfytheoptimum
currencyarea.
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